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THE RELATIONS OF LABOR AND CAPITAL. 

The immense strides made in productive development in 
the past hundred years have rendered the problem of the 
rights and duties of the wage-earner and his employer com- 
plex and difficult. The industrial conditions of Adam Smith's 
period were simple in character. No such corporations con- 
trolled manufacturing energies like those of the present dav. 
The skill of the artisan in his special trade was the legacy of 
his ancestry, and was generally of a secret character, each 
family having its special patterns and methods, which were 
guarded with jealous care. Conditions similar to this still 
exist among the skilled weavers of France and the lace- 
makers of Belgium, but the industrial organization of the 
greater part of the world has wonderfully changed. 

Improvement in means of transportation has been one 
of the most potent factors in overturning the old order of 
things. When ■ we consider that the whole world is in 
cheaper and closer communication to-day than were the 
different States of the American Union one hundred years 
ago, we appreciate the advantages given to productive 
energies by the new markets thus opened. Adam Smith, 
for example, told the English farmers that they need never 
fear the competition of Irish grain, for the cost of transpor- 
tation would prevent its importation. Now California wheat 
is sold daily in London, and, unless we stop to think, we 
find nothing remarkable in the fact. 

A century ago famines were of as frequent occurrence 
even in England as they are now in Russia. But the rail- 
road systems and steamship lines have made such extreme 
scarcity now well nigh impossible. Invention has dis- 
placed rude primitive machinery, and yet this has been done 
without permanent suffering to the laboring classes. Where 
one employment has been destroyed by machinery, ten 
others have been created. The cheapening of products has 
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caused greater consumption, and a larger proportion of the 
human family are now engaged in productive enterprises 
than ever before. Statistics also show a general improve- 
ment in the conditions of existence. 

The average workingman in England, previous to 1760, 
could purchase only two-thirds of a peck of wheat with the 
wages of a day's labor. Since that time his income has 
more than doubled while the prices of the most important 
necessaries of life have fallen by nearly one-half. Espe- 
cially in the last half century have great changes been 
wrought. Constantly imcreasing proportions of capital and 
labor have been devoted to the manufacturing branches of 
production, and the factory system essentially adapted to 
these industries is the result of this tendency. Production 
under one management on a large scale has the advantage of 
an increasing return for the application of additional capital, 
whereas in agriculture a constantly lessening proportional 
product is obtained, according as the cultivation is intensified. 
The great combinations of capital and the large employ- 
ments of labor have therefore taken place in the former pur- 
suits, and individualistic competition is being gradually elim- 
inated in them by ever increasing cooperation. The result 
has been the building up of a society very different in as- 
pect from that from which the earlier economists deduced 
their laws of wages. They had studied the conditions of 
society existing in France before the Revolution, and their 
economic theories were consequently narrow in the extreme. 
They assumed that the rates of profits and wages were fixed 
by a "natural" law. As Turgot expressed it : "In every oc- 
cupation it does come to pass that the wages of the artisan 
are limited to that which is necessary to procure him a sub- 
sistence," or, in other words, are fixed at the starvation 
limit. The reasonings of this school much influenced Adam 
Smith, but he perceived that in England this " natural " 
rate was much above the actual cost of living, and there- 
fore he propounded the humanistic doctrine that a high rate 
of wages " increases the industry of the common people." 
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David Ricardo and J. S. Mill were both inclined to hold 
to what the German school of economists speak of as the 
"iron" or "brazen" law of wages. Mill fully developed 
what is known as the " Wage-fund theory ", and it is chiefly 
over his exposition that the controversy on that subject has 
been carried on. " Wages ", he says, " depend mainly upon 
the proportion between population and capital ", or, as he 
explains it subsequently, between " the number of the labor- 
ing class who work for hire and the aggregate of what may 
be called the wages-fund which consists of that part of cir- 
culating capital which is expended in the direct hire of 
labor". 

This seemed a very simple solution of an extremely con- 
crete and complex problem, and in accordance with it his 
suggestions as to the causes of the degradation, and his 
plans for the amelioration of the condition of the lower 
classes, recognized the Malthusian theory of population. Al- 
though this line of thought still retains a place in the works 
of some of the most widely studied and respected authori- 
ties, it has nevertheless been very vigorously and success- 
fully attacked. The law has been shown to be faulty in its 
application to so many of the phenomena of the relations 
between capital and labor, that the tendency of the more 
recent authorities has been to discard it entirely. 

Of modern economists General Francis A. Walker espe- 
cially has been unremitting in his attacks on the old doc- 
trine, and in controverting it, he and others have been led 
to an opposite extreme. He claims that wages are not al- 
ways even paid out of capital, although they are generally 
advanced by it. " They are finally," he says, " paid out of 
the product. He [the employer] purchases labor, not be- 
cause he wishes to keep it employed, but as the means to 
the production of wealth". The employer expects and 
takes a risk of the profits of the transaction. It is on this 
risk that he determines what wages he can pay. Perfect 
competition will assure that this shall be a just amount. If 
one employer refuses to pay according to the output, an- 
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other will supplant him, who will give labor its proper share. 
With no restriction, labor will, by this theory, receive as 
nearly as possible the residue of the product, after rent, 
profits, and interest have been deducted. Any improvement 
in the methods of production will thus benefit the workings 
man alone, as it cannot affect the other shares in production 
on account of their competition with one another. There is 
much that is true in these views, and so the old theory came 
to be considered erroneous. Even Mill, influenced by the 
criticism he received, especially by that of William Thorn- 
ton, was led to make a recantation of his views on wages. 

The pendulum of opinion, however, has recently been 
swinging back, and it is now held that while the wage-fund 
theory was faulty in many particulars, it nevertheless con- 
tained truths which are necessary to the understanding of 
the wages question. Professor Marshall, in particular, has 
done much to clear the mists that surround the subject. He 
shows wherein Mill was more nearfy right than he himself 
imagined. He tells us that the question whether the so- 
called wage-fund theoiy is true or false, is in a great measure 
a question of words. And further: "The supply of capital 
and the supply of labor, the price of the use of capital or 
the rate of interest, and the price of the use of labor or the 
rate of earnings, the marginal efficiency of auxiliary capital 
and that of labor, supported by wage capital, and lastly the 
relative amounts of auxiliary and of wage capital — all these- 
elements mutually determine one another." He shows that 
the attacks on the doctrines of Ricardo and Mill have been 
caused rather by a vulgar adaptation of their theories, due 
to the careless wording, especially of Ricardo, than to any 
great faults in reasoning. In fact, the old theory, while 
very narrow in its conceptions, is a more correct analysis of 
the causes determining rates of wages than any that has 
subsequently been advanced. We conclude, therefore, that 
by an elimination of what is evidently false in the wage- 
fund theory, and an adaptation of what is true in the at- 
tacks upon it, we can probably make a near approach to the 
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truth about one of the most difficult problems in the whole 
range of economic studies. 

To meet the necessities or satisfy the caprices of the 
"world, certain products must be consumed and replaced by 
others or changed into new forms. That which labor uses, 
or upon which labor subsists during the process, is the fruit 
of its own previous application. It is a savings from its 
products, owing either to the abstinence of the workingman 
or to his willingness to wait, or defer his enjoyment to some 
future time. In the words of J. B. Say ; " Capital in its 
broadest sense is an accumulation of values withdrawn from 
unproductive consumption." The distinctions drawn be- 
tween "masses" and "classes" — labor and capital, are 
thus seen to be strained and without foundation in fact. 
These two great factors of production are thoroughly depend- 
ent the one on the other, being indispensable auxiliaries. 
Labor is inert and helpless without an advance from capital 
to sustain life during the period of production, and capital 
not only owes its existence to the savings from laber, but 
also depends for its perpetuation upon the continuance of 
the harmony of relationship. Any assumed antagonism be- 
tween these two interests is false in idea, and when un- 
natural relations are actually produced, a decrease of the 
national wealth and congestion of its distribution inevitably 
results. A great mistake is made bv certain writers who 
assume that workingmen who join together and produce 
without the intervention of an employer, have disproved the 
theory that capital is necessary to labor? Proudhon, for 
example, says : " Here are workmen [tailors] who deny 
altogether this saying of the old economists ' no capital no 
labor', a saying which, if true, would condemn to slavery a 
numberless class of laborers who have no capital whatever." 
But have the}' no capital? Charles Coquelin showed the 
falsity of the assertion as follows : "Have the}' perchance 
discovered how to sew without needles, to cut cloth without 
scissors? They probably have not been able to do without 
a shop and a press-board. Now these are their capital. . . . 
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Further, they have been satisfied to work on cloth, that is to 
say, on capital, which did not belong to them, but was fur- 
nished by others." 

The combination of these laborers without an employer 
affects only the intermediate distance between the producer 
and consumer, but does not change the relationship between 
capital and labor. The entrepreneur class had its origin 
from the fact that production under the management of ex- 
perienced employers on a large scale yields a greater return 
in proportion to the labor expended, than was obtained from 
the old decentralized methods 

What law, then, do our conclusions lead us to believe 
determines the compensation of the laborer, and how can 
his condition be improved? It was seen that according to 
the wage-fund theory, the average rate of wages was fixed 
by a mathematical calculation, having given as a dividend 
the amoiint of capital offering itself to the needs of pro- 
duction, and as a divisor the number of workingmen suc- 
cessful in the competition for employment. The opponents 
of this theory advance the equally extreme view that wages 
depend entirely on the value of the product, labor having 
solely that end in view, and that rent, profits, and interest are 
fixed by competition and approach a minimum, labor en- 
joying the residual portion, after these have been deducted. 

These theories both contain some truth. The remunera- 
tion of labor, while strictly speaking, paid out of capital, is 
actually only an advance on the risk of the expected 
product, and is in effect the net receipts, or discounted value 
of the laborer's share. But, nevertheless, the number of 
laborers employed depends on capital, as there would be no 
production without that factor. Thus both present capital 
and the ultimately expected product affect the number of 
laborers and their wages. 

But another influence is also at work. It is a mistaken 
view that the wages of the laborer are not influenced by 
competition. The number of laborers applying for work is 
a very important element in determining the rates of wages 
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paid. Scarcity of laborers in any employment causes a 
higher rate of wages to be paid, and the reverse is true, on 
the other hand, in case a surplus of workmen compete for 
each job. 

The theory that any increase in earnings is for the ben- 
efit of labor alone, to the exclusion of rent, profits, and in- 
terest, is contrary to all the history of production. Labor 
should, however, get its share of this increment, and such 
is the case, except when the competition of capitalist classes 
is not perfect, on account of restrictive interferences. 

This is, of course, only the broadest outline of the theory 
of wages, and there are many other important influences 
which have not been mentioned. Such, for instance, as the 
character of the employment, the demand for the product, 
and the efficiency of the workingmen. The latter influence 
especially affects wages very much. Profits are dependent 
both on amount and rapidity of production. Therefore cap- 
ital is encouraged to advance increased wages, if thereby 
greater efficiency is secured and the output is enlarged. 
For it is not a matter of indifference to the employer 
whether he hires few or many people to do a piece of work, 
even if his total expenditure for wages is the same. As 
Marshall says : " Those workers who earn most in a week 
when paid at a given rate for the work are those who are 
cheapest to their employers (and ultimately to the com- 
munity, unless indeed they overstrain themselves and work 
themselves out prematurely), for they use only the same 
amount of fixed capital as their slower fellow-workers, and 
since they turn out more work, each part of it has to bear a 
less charge on this account." 

Higher wages are generally an evidence of successful 
employers, as the spur put on labor by these largesses, and 
the resulting better condition of the workingmen, usually 
causes such an increase in general capability and conse- 
quent enlarged product, as fully to repay the employer for 
the additional outlay advanced. 

The increase of wages would be of benefit to all classes, 
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just so far as by enhanced efficiency the product would be 
increased proportionately. There would, of course, be a 
certain margin beyond which wages could not be raised, 
except to the prejudice of other factors, and in the end of 
the wage-earner. >■ Also, on the same principle, to shorten 
the hours of labor below a certain minimum would have a 
like -result. The working of the eight hour law in England 
has shown that the longer period of rest tends to increase 
the general efficiency, and that the product has actually 
been enlarged on account of it, but it is very doubtful if 
any further reduction of the working time could be made 
without loss. 

These are matters of minor interest, however, and do 
not affect the general consideration of the problem. The 
results we have seen show that wages are fixed by the 
amount of capital offering itself, the number of wage-earners 
seeking employment, and the value of the final product. 
Hence we infer that combinations of workingmen to fix 
their remuneration cannot be effective for any length of 
time. If they succeed in obtaining more than their natural 
share of the product, they are appropriating a part of that 
belonging to the other .factors of production, and if their 
combination is so powerful that competition of other labor- 
ers cannot break it, then the result will be a sapping of the 
stores of wealth which give labor its employment, and pro- 
duction will finally cease. Then, too, as permanence of 
work must always be considered in determining the actual 
rate of wages, any influence, even though it may cause in- 
creased money wages for a time, which endangers the con- 
tinuance of the employment, is likely to be of final detriment 
to the laboring classes. 

The financial depression of recent years has much re- 
duced the value of all commodities, and consequently many 
workingmen have been thrown out of employment, and a 
great unrest and discontent exists. Those who are struggling 
with difficulties in the battle of life are much tempted to 
blame the organization of society for all their anxieties and 



7© The Setvanee Review. 

troubles. Some of these are veritable sufferers, but there 
are also sham workmen, the soured and envious, with no 
place in life, who think themselves misunderstood. " These 
go about," says Odler, a Swiss writer, " scattering every- 
where the evil seed of false ideas, of sophism, and of econom- 
ical errors among workingmen where instruction is wanting 
to answer and refute them." They displease the working- 
man with his lot by telling him that while his labor goes to 
enrich the possessor of wrongly-acquired capital, he con- 
tinues to grovel in poverty. Superficial observation seems 
to justify these criticisms, and dissatisfaction and rebellion 
against the present conditions, are not difficult to arouse. 
Yet the laboring man, barring the recent stringency, is 
better off in this period than ever before in the history of 
the world. 

The figures of the United States Senate report on prices 
and wages show this to be true. The following table, made 
up from that report, gives the relative average prices and 
rates of wages for each tenth year of the last fifty. The 
year i860 is taken as normal, and the comparisons are 
made with it : 

Prices of 22S articles Average -wages Relative con- 
compared -with compared -with diiion compared' 
1860—%. 1860—%. with 1860— %. 

1840 1 16.8 87.7 75. 1 

1850 102.3 9 2 -7 9°-6 

i860 100 100 100 

1870 142.3 133.7 93-9' 

1880 106.9 I 4 I> 5 I 3 2 -3'- 

1890 92.3 158-9 172.1 

It is thus seen that the only decade since 1840 in which 
the workingman's condition has not been improved, is 
that between i860 and 1870. Strange to say, the greatest 
increase of nominal money wages took place then, although 
the real wages on account of the greater advance in prices, 
were actually reduced. But in every other decade there 
was a net increase of wages, so that in 1890 the average 
laborer was two and one-half times as well off as the one of 
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1840, and one and three-fourths times as well off as the one 
of i860. This is not the result of protective legislation. 
The greatest effect of this system was felt between i860 
and 1870, and as is seen, although it succeeded in greatly 
increasing the nominal rate of wages, it actually decreased 
the amount of food, clothing, and other necessaries which 
labor could buy. In fact, instead of restrictive duties being 
a benefit to the wage-earner, as is so often asserted, they 
are the most insidious evils against which he has to contend. 
To labor, as was shown, is due a share of the increased 
product caused by improved methods, inventions, and 
greater skill in workmanship. In a system of perfect com- 
petition among the owners of capital, the employers of 
labor, the lenders of money, and the wage-earning classes, 
the increased product will be divided in just proportion 
among the different factors and all the classes will be bet- 
tered. But prohibitions to commerce or checks of any sort 
upon it, interfere with the necessary competitive forces, and 
capital freed from these influences, by which it is ordinarily 
restrained, will not hesitate to assume more than its right- 
ful proportion. The protection is thus entirely to the capi- 
talist class, and the increment due to improved methods is 
wholly absorbed by it instead of also benefitting the labor- 
ing man. Gigantic combinations are easily formed by 
those whose interests are similar, and the consumers and 
wage-earners are the sufferers. Herein lies the root of the 
evil which threatens labor. Any restriction of the compe- 
tition of the capitalists or the employing classes, results in 
depriving the laboring man of the larger share of the pro- 
duct he would otherwise have obtained. There is no re- 
dress for him. It does no good to strike and destroy prop- 
erty ; by doing this he but makes the evil worse. No mat- 
ter how soulless this capital may be, he must depend on it 
for his existence. The relationship between the two factors 
is as close as possible, but with capital protected and in 
combination, labor is powerless. How shall the pressure be 
relieved? There is no way but by the removal of restrict- 
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ive influences. Let trade take its own course, then compe- 
tition will become perfect and capital will not be able to de- 
mand more than its share of the product. 

But while combinations of capital are selfish and bad, 
the labor unions of the present day are equally dangerous 
to the general welfare. Some of these are so powerful that 
they exert an even greater influence on the rates of wages 
than the trusts of capital are able to do. They are gener- 
ally controlled by ignorant men who attempt to do by force 
that for which reason offers no excuse. By their insur- 
rections against the existing conditions they are not only a 
source of injury to themselves, but also a menace to the 
community. In a period of reaction and depression the 
laboring man must realize that, as his wages are the dis- 
counted value of the product, he must submit to reductions 
in them in proportion as prices are reduced. A labor union 
which refuses to accede to this is destroying capital which 
is necessarv to continue their employment. 

G. F. Milton. 



